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BEFORE

THE PUBLIC SERVICE COMMISSION
OF SOUTH CAROLINA

DOCKET NO. 2007-440-E- ORDERNO. 2008-_

June ______,2008

In Re: ) Order Approving Application
) ofDuke Energy Carolinas,

ApplicationofDukeEnergyCarolinas,LLC ) LLC’s Decisionto Incur
ForApproval ofDecisionto IncurNuclear ) Nuclear GenerationPre-
GenerationPre-ConstructionCosts ) Construction Costs

) (proposedorder of Duke
) Energy Carolinas, LLC)

__________________________________________________________________________________)

I. INTRODUCTION AND PROCEDURAL HISTORY

This matter comesbefore the Public Service Commissionof South Carolina

(“Commission”)by way ofthe Applicationfiled on December7, 2007, by Duke Energy

Carolinas,LLC (“Duke EnergyCarolinas”or “Company”) pursuantto S.C. CodeAim. §

58-33-225for approvalof Duke Energy Carolinas’ decisionto incur pre-construction

project developmentcostsfor the Company’sproposedWilliam StatesLee, III Nuclear

Station in CherokeeCounty, South Carolina (“Lee NuclearStation”). The Company

incurredpre-constructioncosts of approximately$70 million through December31,

2007, and estimatedthat it will incur up to an additional $160 million for the period

January 1, 2008, through December31, 2009. In this Application Duke Energy

Carolinasis seekingCommissionapprovalto conductthenecessarydevelopmentwork to

ensurethat the Lee NuclearStation remainsan option to serve customerneedsin the

2018timeframe.
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The Commission’sDocketingDepartmentinstructedDuke EnergyCarolinasto

publish, one time, aNotice ofFiling andHearingin newspapersofgeneralcirculation in

the areasof the State affectedby the Application. The Notice of Filing and Hearing

indicatedthe nature of the Company’s Application and advisedall interestedparties

desiringto participatein the scheduledproceedingof the mannerand time in which to

file the appropriatepleadings.The Companywas also required to directly notify all

customers.The Companyfurnishedaffidavits demonstratingthat the Notice wasduly

publishedin accordancewith theDocketingDepartment’sinstructionsandcertifiedthat a

copyoftheNoticewasmailedto eachaffectedcustomer.

The S.C. Energy Users Committee (“SCEUC”), representedby Scott Elliott,

Esquire,filed aPetition to Interveneon January31, 2008. Friendsof theEarth (“FoE”),

representedby RobertGuild, filed aPetitionto Interveneon March 3, 2008. Thepetitions

were not opposed.The Office of Regulatory Staff (“ORS”), automatically a party

pursuantto S.C. CodeAnn. § 58-4-10(B)(Supp. 2007), was representedby C. Lessie

Hammonds,Esquire and Nanette S. Edwards,Esquire. M. John Bowen, Jr., Esquire,

MargaretM. Fox, Esquire, and Sue-AnnGerald Shannon,Esquire filed a Notice of

Limited AppearanceonbehalfofWestinghouseElectric Co., LLC, andStone& Webster,

Inc. (“Westinghouse/S&W”)forthe limited purposeofprotectingthedisclosureofcertain

commercially-sensitive documents in the proceeding that belonged to

Westinghouse/S&W.Duke EnergyCarolinaswas representedby FrankR. Ellerbe, ITT,

Esquireand Bonnie D. Shealy,Esquire,of Robinson,McFadden& Moore, P.C. and

LawrenceBowen Somers,Esquire,and Kodwo Ghartey-Tagoe,Esquire,attorneysfor

Duke Energy Corporation.On February20, 2008, the CommissionissuedOrder No.
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2008-100grantingpro hac vice admissionfor Mr. Somers and Mr. Ghartey-Tagoe.

Collectively, SCEUC, FoE, ORS, and Duke Energy Carolinasare referredto as “the

Parties”or individually asa “Party.”

The pre-filed direct testimony of Ellen T. Ruff, Presidentof Duke Energy

Carolinas;DhiaaM. Jamil, GroupExecutiveand ChiefNuclearOfficer for Duke Energy

Carolinas;and JaniceD. Hager,ManagingDirectorof IntegratedResourcePlanningand

EnvironmentalStrategyfor Duke EnergyCorporation,were filed by the Companyon

March 6, 2008. Pre-filedtestimonyofNicholasPhillips, Jr. was filed by ORS on March

20, 2008. Pre-filedtestimonyof PeterA. Bradfordwasfiled by FoE on March 20, 2008.

On April 2, 2008, the Company filed the Rebuttal Testimonyof Dr. Julius Wright,

Presidentof J.A. Wright & Associates,Inc. FoE filed the SurrebuttalTestimonyof Mr.

BradfordonApril 13,2008.

The hearingin the casebeganon Tuesday,May 6, 2008, during which time

Duke Energy Carolinas’ witness JaniceHager presentedher testimony in which she

discussedhow the IntegratedResourcePlanningprocessfor the 2007 Duke Energy

CarolinasannualPlan, filed in docketNo. 2005-356-E,demonstratesthat the Company

shouldcontinuethedevelopmentof theLeeNuclearStation. Counselfor FoE repeatedly

questionedMs. Hagerregardingher analysisof costsrelatedto thefacility to whichDuke

EnergyCarolinasobjected.Counselfor FoE and for DukeEnergyCarolinasarguedasto

whetherthe informationshouldbedisclosedto thepublic. TheCommissionruledthat no

internal analysisof costs that had not been revealedpublicly would be subject to

disclosurewithoutaconfidentialityagreementin place.
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Thehearingcontinuedon Wednesday,May 7, 2008, duringwhich time FoE’s

witnessPeterA. Bradford presentedhis direct and surrebuttaltestimony in which he

contendedthat the Companycould not establishthe prudenceof its decisionto incur

preconstructioncostswithout providingreliable evidenceof the cost of theunit and its

impacton rates.Thehearingreconvenedon Monday,May 12, 2008, at which time Duke

EnergyCarolinaspresentedthedirect testimonyof EllenT. RuffandDhiaaM. Jamil and

the rebuttal testimonyof Julius A. Wright. Ms. Ruff discussedthe importanceof the

requestedapprovalto the Companyand how its proposedLee NuclearStation fits into

the Company’s strategicplans to meet customers’ needsfor reliable, cost-effective

electricitywhile modernizingits fleet, increasingdiversity amonggenerationresources,

reducing its environmental footprint, and increasing its energy efficiency and

conservationprogramsandpromotionof renewableresources.

Mr. Jamil discussedthe developmentwork performedand costs incurredto

date by Duke Energy Carolinasfor the Lee NuclearStation. He also describedthe

anticipated developmentwork. At the hearing, Mr. Jamil was questionedby

CommissionerMoseleyaboutthe cost of the plant. Duke EnergyCarolinasrequested

that the Commissionprotect the cost estimateinformation from public disclosureto

protectthe Company’sability to negotiatethe lowest possibletotal cost. In addition to

argumentsby Duke Energy Carolinas’ counsel, Mr. Jamil further explained the

importanceofprotectingthecostinformation.TheCommissionclosedthehearingto the

public to preventdisclosureof theconfidentialcostestimates.

Dr. Wright testifiedto the statutoryprocesswhich providesmultiple avenues

for Commissionreview and approvalof costsrelatedto newnucleargeneration,andhis
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belief that the Company’sapplicationshould be approved. ORS witnessMr. Phillips

testified to his opinion that Duke EnergyCarolinas’ decisionto incur pre-construction

coststo preservenew nucleargenerationasaresourceoption is reasonableandprudent.

On May 14, 2008, the Company filed Duke Energy Carolinas Late-Filed

Exhibit No. 3, providingdetailbehindDukeEnergyCarolinas’estimated$230 million in

Lee Nuclearpre-constructioncosts through December31, 2009, as requestedby the

Commission.

Baseduponconsiderationof thepleadings,testimony,andexhibits receivedinto

evidenceat thehearing,andtherecordasawhole, theCommissionmakesthefollowing:

II. FINDINGS OF FACT AND CONCLUSIONS OF LAW

1. Duke Energy Carolinas,LLC is a public utility with a public service

obligation to provide electric utility serviceto customersin its service areain South

Carolinaandis subjectto thejurisdictionoftheCommission.

2. The Commissionhasjurisdiction over this Applicationpursuantto S.C.

CodeAnn. § 58-33-225,which grantstheCommissiontheauthorityto approvea utility’s

decisionto incurprojectdevelopmentcostsfor anuclearfacility.

3. Duke EnergyCarolinas’2007 Annual Planfiled with this Commissionin

Docket No. 2005-356-Eshows substantialload growth and the need for significant

capacityadditionsto meetDuke EnergyCarolinascustomers’needsover thenext twenty

years. The2007Annual Planshowsacumulativeneedfor approximately7,000 MW of

additional capacityby 2018, which grows to approximately10,700MW of additional

capacityby 2027. The Company’s2007 Annual Plan also reflects the retirementof
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approximately1,000 MW of older, less-efficientcoal units aspart of the commitments

relatedto theapprovaloftheCompany’sadvancedcleancoalCliffside Unit 6.

4. In the 2007 Annual Plan, Duke EnergyCarolinasdevelopedportfolios

which included energy efficiency programs, demand-responseprograms, renewable

resources,naturalgas,advancedcleancoal and nucleargenerationresourcesto reliably

and cost-effectivelymeet customerneeds. The Companytestedall of its supply and

demand-sideresource portfolio options against a wide range of sensitivities and

scenarios,including the possibility of future carbonregulation. The quantitativeand

qualitative analysis conductedas part of the Company’s 2007 integrated resource

planningprocessdemonstratesthat the addition of the Lee NuclearStation in the 2018

timeframehassignificantvaluefor customersundermultiple scenarios.Of thebaseload

resourceoptionsavailable,nucleargenerationis theonly viable resourcewith no carbon

dioxide (C02)or othergreenhousegasemissions.

5. TheCompany’sneedfor newbaseloadgenerationresourcesover thenext

decade,combinedwith the needfor greaterfueldiversity anda commitmentto reducing

Duke Energy Carolinas’ carbon footprint, make the continued evaluation and

developmentof new nucleargenerationan essentialpart of future resourceplanning.

While nuclear power is undergoing a revival, there are substantial hurdles to the

developmentof new nuclearpower generationwhich createa significant amount of

uncertainty. The assurancesoughtin theApplication is thereforecritical to maintaining

nucleargenerationasa viableoptionfor theCompany’scustomers.

6. TheLeeNuclearStationwould be constructedin CherokeeCounty. Duke

EnergyCarolinashasselectedtheWestinghouseAP1000reactortechnology,which is an
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advancednuclear power generationtechnology that uses the forces of nature and

simplicity of design to enhanceplant safety and operations,and reduceconstruction

costs. Bachunit hasananticipatedgenerationcapacityof 1,117 MW, and theprojected

annualcapacityfactor ofthe LeeNuclearStationis expectedto exceed90%basedupon

currentDukeEnergyCarolinasnuclearfleetperformance.

7. Duke Energy Carolinas incurred approximately$70 million in project

developmentcoststhroughDecember31, 2007. TheCompanyestimatesthatit will need

to incur up to $160million in Lee NuclearStationprojectdevelopmentcostsduring the

periodJanuary1, 2008, throughDecember31, 2009, in order to continuethenecessary

pre-constructionwork to preservethe Lee NuclearStation as an option in the 2018

timeframe.

8. Paymentsrequiredto ensurethetimely fabricationand delivery of long-

leadprocurementitems suchas ReactorCoolant Pumps,ContainmentVessel,Reactor

PressureVessel,Steam Generators,Control Rod Drive Mechanismsand Condenser

Circulating Water Piping for the Lee Nuclear Station would qualify as “project

developmentcosts”to the extentthat thosecostsareincurredprior to the issuanceof a

certificate of public convenienceand necessityby the Public ServiceCommissionof

SouthCarolina. No paymentstowardstheselong leaditemshavebeenmadeto dateand

the Companyestimatesthat the amount of suchpaymentsmaybe approximately$10

million throughthe end of 2009. SeeExhibit 3. It is reasonableand prudentfor Duke

EnergyCarolinasto incur theselong-leadprocurementobligationsandcosts.

9. Duke EnergyCarolinas’ decisionto incur the South Carolina-allocable

portionof LeeNuclearStationprojectdevelopmentcostsis reasonableandprudent,and
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is approved.The Commissionagreeswith Duke EnergyCarolinasthat preservingthe

optionof new nucleargenerationis valuablefor the Company’scustomersand for the

futureof theStateof SouthCarolina,andis thereforein thepublic interest.

III. EVIDENCE AND CONCLUSIONS

The evidenceand conclusionssupportingthe findingsof the Commissionin this

matterareasfollows:

A. EVIDENCE AND CONCLUSIONS CONCERNING THE COMPANY’S
LEGAL STATUS AND JURISDICTION

FINDING Nos.1-2

The evidencein supportof thesefindings of fact is found in the Application of

DukeEnergyCarolinas,LLC for ApprovalofDecisionto IncurNuclearGenerationPre-

ConstructionCosts,the pleadings,testimonyandexhibits in this docket,andthestatutes,

caselaw, andrules governingthe authorityandjurisdiction of this Commission. These

findingsareinformational,procedural,andjurisdictional in nature.

S.C. Code Ann. § 58-33-225provides for preconstructioncost review for a

nuclearfacility:

At any time beforethe filing of anapplicationor a combinedapplication
under this act related to a specific plan, a utility may file a project
development application with the commission and the Office of
RegulatoryStaff. . . .The Commissionshall issue a project development
order affirming the prudency of the utility’s decision to incur
preconstructioncostsfor the nuclearplant specified in the applicationif
the utility demonstratesby a preponderanceof the evidencethat the
decisionto incur preconstructioncostsfor theplant is prudent.In issuing
its project developmentorder, the commissionmay not rule on the
prudencyorrecoverabilityof specific itemsofcosts,but shall rule instead
on the prudencyof the decision to incur preconstructioncosts for the
nuclearplant.
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S.C.Code § 58-33-225(B)& (D). DukeEnergyCarolinashasnot filed anapplicationfor

a certificateto constructtheLeeNuclearStation with thePublic ServiceCommissionof

South Carolina; in fact, the Companyhasnot madea final decisionwhetherto pursue

constructionof theLeeNuclearStation. Therefore,theCommissionhasthe authorityto

review Duke EnergyCarolinas’Application andto approvethe Company’sdecisionto

incurnuclearpreconstructioncosts.

B. EVIDENCEAND CONCLUSIONSRELATED TO CAPACITY

FINDING No.3

The evidencein support of this finding is basedupon the 2007 Duke Energy

Carolinas Annual Plan and the testimony and exhibits of Duke Energy Carolinas

witnessesRuffandHager.

Ellen1. Ruff, PresidentofDukeEnergyCarolinas,testifiedthat overthepastfive

years Duke EnergyCarolinashasaddedapproximately50,000new customeraccounts

eachyear, with eachaccounttypically representinga greaternumberof actualusersof

electricityateachlocation. (Tr. Vol. 4, p. 323). Janice D. Hager, Duke Energy’s

ManagingDirectorof IntegratedResourcePlanningaridEnvironmentalStrategy,offered

extensivetestimonyasto theannualplanningprocessthat led to thedevelopmentof the

Duke EnergyCarolinas2007 Annual Plan and the decisionto continueto evaluateand

developnewnucleargeneration.WitnessHagertestifiedthattheCompanydevelopsand

files an annualresourceplan basedupon a 20-yearload forecastand a targetplanning

reservemarginof 17%. (Tr. Vol. 2, p. 98). Ms. Hagerexplainedthat the Company’s

currentload forecastreflectsa 1.6 percentaverageannualgrowth rate in sunmierpeak

demand,and a 1.4 percentaverageannualgrowth rate in winter peaksand total energy
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usage. (Tr. Vol. 2. p. 99). This equatesto an averageannual growth rate of

approximately350 MWs peryearof energy. (Id.). No Intervenorofferedanyevidence

to contradicttheCompany’sloadforecast.

The Company’s2007 AnnualPlan also reflects the retirementof approximately

1,000 MW of older, less-efficientcoal units aspart of the commitmentsrelatedto the

approvalof the Company’s advancedclean coal Cliffside Unit 6, and retirementof

approximately500 MW of older gas/oilcombustionturbineunits. (Tr. Vol. 2, p. 104).

WitnessHager testified that eachMW of capacitythat is no longer availablemust be

replacedwith newcapacity,eitherfrom supply-sideor demand-sideresources.(Tr. Vol.

2, p. 99). WitnessHagerwent on to point out that theneedfor additional capacitygrows

over time due to load growth, unit capacity adjustments,unit retirements,existing

Demand-SideManagementprogramreductions,and expirations of purchased-power

contracts. Id. Theneedgrowsto approximately7,000MW by 2018 andto 10,700MW

by 2027. Id.

C. EVIDENCE AND CONCLUSIONS- ADDITION OF LEE NUCLEAR

FiNDING No. 4

The evidencein support of this finding is basedupon the 2007 Duke Energy

CarolinasAnnual PlanandthetestimonyofDukeEnergyCarolinaswitnessHager.

WitnessHagerexplainedhow Duke EnergyCarolinas’resourceplanningprocess

takesinto accounta wide rangeof assumptionsand uncertaintiesin order to developan

actionplanthat preservestheoptionsnecessaryto meetcustomers’needs. (Tr. Vol. 2, p.

102). Accordingto Ms. I-lager’s testimony,keyuncertaintiesconsideredin the2007Annual

Planinclude,interalia, elasticityof demandfor electricity,environmentalregulationssuch
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as carboncosts,whethertheregion is readyfor a nuclearrevival, thetimeframeneededto

licensearid build nuclearplants,what level of certaintycanbe establishedwith respectto

thecapitalcostsof anewnuclearpowerplant, if andwhat typeof carbonlegislationwill be

passed,whetherutilities be ableto securesufficient renewableresourcesto meetrenewable

portfolio standards and whether a federal standard be set, whether Demand-Side

Management(“DSM”) and EnergyEfficiency (“EE”) can deliver the anticipatedcapacity

and energysavingsreliably, whethercustomersarereadyto embraceenergyefficiency,the

availability and cost of building materials,and gas prices. (Tr. Vol. 2, p. 100-102.).

WitnessHagertestifiedthat theCompanybelievesthatprudentplanningfor customerneeds

requiresaplanthat is robustundermanypossiblefuturescenarios,andmaintainsa number

of options to respondto many potential outcomesof major planninguncertainties(e.g.,

federalgreenhousegasemissionlegislation). (Tr. Vol. 2, p. 103). As aresult,DukeEnergy

Carolinas’2007IntegratedResourcePlanning(“IRP”) analysisconsideredtwo scenarios:a

ReferenceCasewithout carbondioxide (“CO2”) regulation(the“ReferenceCase”); anda

CarbonCasewith CO2regulationandaRenewablePortfolio Standard(the“CarbonCase”).

(Tr. Vol. 2, p. 102).

Ms. Hager testified that the 2007 integrated resourceplanning quantitative

analysessuggestedthat a combinationof additionalbaseload, intermediateandpeaking

generation,renewableresources,BE, andDSM programsis requiredover thenext twenty

yearsto reliably and cost-effectivelymeetcustomerdemand. (Tr. Vol. 2, p. 103). The

optimal resourcemix is different under different sensitivities. For example, if an

assumptionis madethatthereis no carbonregulationon theplanninghorizon,portfolios

without nuclearlook best. If an assumptionis madeassumingcarbonregulationwith



DOCKETNO. 2007-440-E,ORDERNO. 2008—

JUNE —‘ 2008
Page12 of28

CO2allowancesat safety-valveprices,portfolios with onenuclearunit performwell. If

higher CO2 allowancepricesare assumed,portfolios with two nuclearunits are cost-

beneficial to customers. (Id.). WitnessHageralso testified,however,that the analyses

performeddid not include the potential value of productiontax credits for the nuclear

alternatives,which would improve the relative economicsof portfolios with nuclear

units. (Tr. Vol. 2, p. 103-104).

UndertheReferenceCase,theportfolio consistingof3,100MW ofnewnaturalgas

combinedcycle capacity,4,052 MWof newnaturalgascombustionturbinecapacity,1,117

MW of newnuclearcapacity,1,016 MW of Demand-SideManagement,and 790 MW of

EnergyEfficiency wasselected. (Tr. Vol. 2, p. 104). UndertheCarbonCase,theportfolio

consistingof 1,240 MW of new natural gascombinedcycle capacity,3,560 MW of new

naturalgascombustionturbinecapacity,1,117 MW ofnewnuclearcapacity,1,016MW of

Demand-SideManagement,790 MW of EnergyEfficiency, and 1,135 MW of renewable

resourceswasselected.(Id.).

The Company’s2007 IRP screeningresultsdemonstratethat the optimal timing of

newnuclearvariesfrom 2016to 2023,dependingon assumptions.(Tr. Vol. 2, p. 104). As

aresult,WitnessHagertestifiedthat DukeEnergyCarolinasuseda 2018datefor modeling

purposesand the actual plannedoperationaldate of the Lee Nuclear Station may be

acceleratedordelayedasadditionalinformationbecomesavailable. (Id.).

Importantly, nuclearis the only viable baseload resourcewith no CO2 or other

greenhousegasemissions(Tr. Vol. 4, p. 323). WitnessHagertestifiedthatbecauseof the

possibilitythat CO2 allowancepricesmaybehigherthanestimatedin thebaseCarbonCase,

the 2007Annual Plan actionplan includeslicensing for two nuclearunits. (Tr. Vol. 2, p.
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105.). WitnessHager also notedthat while the Company’splan is the most appropriate

resourceplanat this point in time, goodbusinesspracticeandprudentplanningrequirethat

Duke EnergyCarolinascontinueto study theoptions,andmakeadjustmentsasnecessary

andpracticalto reflect improvedinformationandchangingcircumstances.(Id.).

D. EVIDENCE AND CONCLUSIONS - FUTURE RESOURCEPLANNING

FINDING No. 5

The evidencein supportof this finding is basedupon the evidencesupporting

Finding No. 4, including the 2007 Duke EnergyCarolinasAnnualPlan, aswell asthe

testimonyand exhibitsofDukeEnergyCarolinaswitnessesRuff, HagerandJamil.

WitnessRuff testified that Duke EnergyCarolinasis committedto reducingits

environmentalfootprint. (Tr. Vol. 4, p. 321). The Lee Nuclear Station is a key

componentof Duke EnergyCarolinas’ comprehensivemodernizationplan, which also

includesincreasedenergyefficiency and demand-responseprograms,renewableenergy

resources,newnaturalgasresources,and theadvancedcleancoal Cliffside Unit 6. (Tr.

Vol. 4, p. 322-323). Importantly,of the baseload resourceoptions available,nuclear

generationis theonly viable resourcewith no carbondioxide (C02) or othergreenhouse

gas emissions. (Tr. Vol. 4, p. 323). WitnessRuff testified that the Companybelieves

that the continueddevelopmentof the Lee NuclearStation is evenmoreprudentas a

resultofthepotentialfor futureregulatorycarbonconstraints.(Id.).

WitnessHagertestifiedto the importanceofdiversity in DukeEnergyCarolinas’

resourcemix. WitnessHagerexplainedthat if additional nuclearor coal capacityis not

added,theonly viablealternativeis naturalgas-firedgeneration. (Tr Vol. 2, p. 108-109).
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The continued developmentof the Lee Nuclear Station would allow for continued

diversificationofresources,which is abenefitto all customers.(Tr. Vol. 2, p. 109).

DhiaaM. Jamil, GroupExecutiveand Chief NuclearOfficer for the Company,

testified regardingDuke Energy Carolinas’ current nuclear fleet and operationsand

discussedthe generalstatusof thedevelopmentof newnucleargenerationin theUnited

States. Nucleargenerationis undergoinga revival, with between15 and20 newnuclear

projectsplannedacrossthe United Statesby 2020. (Tr. Vol. 4, p. 380). WitnessJamil

explainedthat thisrenewedinterestis attributableto severalfactors,including (a) aneed

for newbaseloadgenerationcapacityoverthenextdecadein manyareasofthecountry,

mostnotably in the Southeast;(b) recognition,both internationallyand domestically,in

theenvironmentalbenefitsofnucleargenerationasthefocusonair emissionsheightens,

particularlyasclimatechangeregulationreceivesgreaterconsideration;(c) the needfor

Americanbusinessand industry, for whom the priceof electricity canbe a significant

componentof overall operatingcosts,to remaincompetitivein global marketsasother

countriesmaintain or even increasetheir relianceon nucleargeneration;(d) rising and

oftenvolatile pricesassociatedwith thefuels usedin fossil generationassets,particularly

naturalgasbut also coal; and (e) increasingconcernsaboutournation’senergysecurity

andenergyindependence.(Id.).

According to Mr. Jamil, while all of thesefactors have led many utilities to

announcenew nuclear projects over the past couple of years, significant financial,

regulatory,and technicalchallengesremainto be resolved. (Tr. Vol. 4, p. 381). As a

result, new federaland statelegislation that encouragethe developmentof newnuclear
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generationhasbeenenacted,includingnewlawsin NorthCarolinaand SouthCarolina.

(Id.).

Today,standardizeddesignsarebeingproposedfor deploymentof newnuclear

plantsandthenuclearregulatoryreviewandapprovalprocesshaschangedto provide for

completionofthesafetyreviewsbeforesubstantialconstructionis authorized.(Tr. Vol.4,

p. 381). WitnessJamil testified that the combinationof thesechangesshould leadto a

much higher level of predictability of project cost and schedule; however, this

assumptionhasnot yet beendemonstrated.Mr. Jamil explainedthatthe key to making

this new approachsuccessfulwill be the quality planning and preparationthat is

performedin advanceofbeginningsubstantialconstruction,thusnecessitatingtheneedto

incursignificantdevelopmentcoststo assureprojectsuccess.(Tr. Vol. 4, p. 38 1-382).

Witness Jamil testified that Duke Energy Carolinas is currently evaluating

updated,detailedcostinformationreceivedfrom theWestinghouse/Shawconsortiumthat

is delivering theselectedAP 1000 technologyfor theLeeNuclearStation. (Tr. Vol. 4, p.

384). The Company is working to review this information, as well as the design,

engineeringand constructioncosts of the project that will be borne directly by Duke

EnergyCarolinas. (Tr. Vol. 4, p. 384-385). In addition, the Companyhasplannedan

independentthird party assessmentof the costinformation,and expectsto completeits

cost review in the summerof 2008. (Tr. Vol. 4, p. 385). WitnessJamil testifiedthat

Duke EnergyCarolinasexpectsits overall costestimatefor the LeeNuclearStation to

increaseasthis informationis refinedduringthedevelopmentprocess.(Id.).

Duke EnergyCorporationplansto spend$23 billion in total on capitalprojects

over the next five years to ensurecontinuedreliable and cost-effectiveservicefor its
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customers.(Tr. Vol. 4, p. 325). WitnessRuff testifiedthat the Lee NuclearStation is

the largestcapitalprojectin thehistoryofDukeEnergyCarolinas.Ms. Ruff testifiedthat

theassurancesoughtin the Company’sapplicationis critical to the Company’sfinancial

well-being andto theability ofthe Company’scustomersto countasanoptionthis more

diverse,greenhousegasemission-freegenerationsource. (Id.).

Witness Ruff testified that the Commission’s approval of the Company’s

applicationin this proceedingis critically importantandthat if the Commissionwere to

deny the Company’sapplication and determinethat the Company’sdecisionto incur

project developmentcosts was not prudent, then Duke Energy Carolinas would not

proceedwith theLeeNuclearStationproject. (Tr. Vol. 4, p. 342).

The Commissionagreeswith the Company that given the future economic,

regulatory and operational uncertainties, particularly whether there will be CO2

regulation, it is prudentto preservethe option of creatingnew nucleargeneration. If

future carbonconstraintsbecomea reality, the greenhousegas-emission-freegeneration

from the Lee Nuclear Station will become an even more valuable resourcefor the

Company’scustomers. The Commissionfinds that, in light of the significantbenefits

flowing from themaintenanceof thenucleargenerationoption,aswell asthe significant

hurdlesremainingfor thedevelopmentof thatoption, theassuranceprovidedby granting

theCompany’sApplicationis necessaryto allow theCompanyto moveforwardwith the

continueddevelopmentofnucleargenerationcapability.
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E. EVIDENCE AND CONCLUSIONS - DESCRIPTION OF LEE NUCLEAR
STATION

FINDING No. 6

The evidencein supportof this finding is basedupon the application and the

testimonyofCompanywitnessJamil.

Mr. Jamil outlinedthe detailsofa potentialproject at Lee NuclearStation. Lee

Nuclear Station would be constructedin CherokeeCounty, South Carolina, at the

Company’sformer CherokeeNuclearStation site. (Tr. Vol. 4, p. 382). Duke Energy

Carolinas has selectedthe WestinghouseAPI000 reactor technology,which is an

advancednuclearpower generationtechnology that uses the forces of nature and

simplicity of design to enhanceplant safety and operations,and reduceconstruction

costs. (Id.). Mr. Jamil demonstratedthat theplant would utilize thebestcomponentsof

currentlydeployedtechnologies,providinga high confidencethat thefacility will operate

at high levelsof safety and reliability. (Id.). Eachunit hasan anticipatedgeneration

capacityof 1,117 MW, and the projectedannualcapacityfactor of the Lee Nuclear

Station is expectedto exceed90% basedupon currentDuke EnergyCarolinasnuclear

fleetperformance.(Id.).

F. EVIDENCE AND CONCLUSIONS - DEVELOPMENT COSTS

FINDING No. 7

The evidencein support of this finding is basedupon the application and the

testimonyof CompanywitnessesRuff andJamil.

WitnessesRuff and Jamil testified that Duke Energy Carolinas incurred Lee

NuclearStationprojectdevelopmentcostsof$69.6 million throughDecember31, 2007.

(Tr. Vol. 4, p. 324 & 382). WitnessJamil testified to the detailsof this development
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work included in the categories of Nuclear Regulatory Commission Combined

Construction and OperatingLicense Application preparation; land and right-of-way

purchases;siterestorationand development;and engineeringand constructionplanning.

(Tr. Vol. 4, p. 382-385).

WitnessRufftestifiedthat nucleargenerationfacilities havea very long leadtime

and muchwork remainsthat will requirethe continuedexpenditureof significant funds

during the developmentphases.(Tr. Vol. 4, p. 324). WitnessJamil testified that Duke

Energy Carolinasanticipatesspendingup to $160 million for this necessaryproject

developmentwork for theperiodJanuary1, 2008throughDecember31, 2009. (Tr. Vol.

4, p. 384). This estimateis basedupon the bestinformation availableto Duke Energy

Carolinasatthis time. WitnessJamil testifiedthat astheinformation is refinedduring the

developmentprocess,the estimatecouldbe substantiallyimpacted. (Tr. Vol. 4, p. 385).

He also explained that the timing of receipt of a Certificate of Environmental

Compatibility and Public Convenienceand Necessity(“CPCN”) from the Commission

for theLeeNuclearStationwould also affect whethercertaincostsareconsideredto be

projectdevelopmentorconstruction-relatedfrom aregulatoryperspective.(Id.). Witness

Jamil testified that Duke EnergyCarolinaswill updatethe Commissionon its estimate

andscheduleperiodically,asit doeswith any majorproject. (Id.).

WitnessJamil supportedthe estimateof $160 million by listing the following

categoriesofproject developmentwork that are anticipatedduring calendaryears 2008

and2009 to continuethe developmentoftheLeeNuclearStation:
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Nuclear Regulatory Commission (NRC) Review and hearings,which include

all estimatedcostsassociatedwith NRC Review Fees;costsrequiredto answer

NRC datarequestsregardingtheCOLA, andassociatedlegal fees.

Land and Right of Way Purchases,which includethecostof acquiringlandfor

thesiteaswell asland for transmissionandrailroadright ofways.

Site Preparation, which includes costs associatedwith completing remaining

demolition of structurespreviously constructedas part of the prior Cherokee

Nuclear Facility. This category also includes costs associatedwith ongoing

industrial security; utilities; miscellaneousminor site maintenance;and funds

required by the Departmentof Homeland Security for nuclear power plant

licenseesand applicants. Also includedarecostsassociatedwith designingrail,

water, andsewerupgradesfor the facility prior to the point of awardingbids to

contractors.

Project Planning and Engineering,which includes costs associatedwith

developing an engineering, procurement, and construction contract with

WestinghouseElectric Corporation- ShawStone and Webster(“Westinghouse!

Shaw”), theconsortiumdeliveringthe AP 1000 nuclearunits. This categoryof

costs also covers site-specific engineering; constructionplanning; and some

limited initial paymentson long-leadmaterial and equipmentitems such as:

ReactorCoolant Pumps,ContainmentVessel,ReactorPressureVessel, Steam

Generators,Control Rod Drive Mechanisms,and CondenserCirculating Water

Piping.

(Tr. Vol. 4, p. 383-384).
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G. EVIDENCE AND CONCLUSIONS — LONG LEAD PROCUREMENT
OBLIGATIONS

FINDING No. 8

The evidencein support of this finding is basedupon the applicationand the

testimonyofDukeEnergyCarolinaswitnessJamil.

S.C. Code§ 58-33-220(12)defines“preconstructioncosts”asfollows:

meansall costsassociatedwith a potentialnuclearplant incurredbefore
issuanceof a final certificate under the Utility Facility Siting and
EnvironmentalProtectionAct, including, without limitation, the costsof
evaluation,design, engineering,environmentaland geotechnicalanalysis
andpermitting,contracting,otherrequiredpermitting including earlysite
permitting and combined operating license permitting, and initial site
preparationcostsand relatedconsultingand professionalcosts, and shall
includeAFUDC associatedwith thosecosts.

WitnessJamil testified that Duke EnergyCarolinasbelievesthat paymentsrequiredto

ensurethe timely fabricationand delivery of long-lead procurementitems such as

Reactor Coolant Pumps, Containment Vessel, Reactor Pressure Vessel, Steam

Generators,Control Rod Drive Mechanisms,and CondenserCirculating Water Piping

constitute“preconstructioncosts”becausesuchpaymentsarerequired“pre-construction”

obligationsto ensurethat the LeeNuclearStation can remainan optionfor commercial

operationin the2018 timeframe. (Tr. Vol. 4, p. 385). The Companydoesnot currently

know with precisionwhich itemswould requirelong-leadprocurementdecisions,how far

in advancethosedecisionswould haveto bemade,or the amountor timing of advance

obligationsthatwould be requiredto secureandmaintainaplacein thefabricationqueue

for thoseitems. (Tr. Vol. 4, p. 385-386).However,Mr. Jamil testifiedthat DukeEnergy

Carolinas’ cost estimateand developmentscheduleanticipatesthe ReactorCoolant
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Pumps,ContainmentVessel,ReactorPressureVessel,SteamGenerators,Control Rod

Drive MechanismsCondenserCirculating Water Piping, plus numerousotherpower

plant componentswill need to be orderedand certain advancepaymentsmade well

before on-siteconstructionactivity actuallycommenceson the project. (Tr. Vol. 4, p.

386). WitnessJamil testifiedthattheCompanyneedstheflexibility to potentiallylock in

a placein line to guaranteethat it canprocurecertainlong leaditems dueto the global

movementto constructnuclearandotherpowerplants. (Tr. Vol. 4, p. 426-427).Witness

Jamil testifiedthat suchlong leadpaymentsto secureaplacein line would eventuallybe

appliedto thecost of the long leadcomponent,or serveasa “down payment.” (Id.; p.

430-431). TheCompanysubmittedExhibit 3 which listed abreakdownofits estimateof

$230 million in pre-constructioncosts. That exhibit showsthat the Companyestimates

thatpaymentsfor long leaditemswill be in therangeof$10million through2009.

We agreewith Duke EnergyCarolinasthat long-leadprocurementitems qualify

as “preconstructioncosts” under S.C. § 58-33-220(12)and that it is prudent for Duke

Energy Carolinasto incur such preconstructioncosts as set forth in the Company’s

projectdevelopmentapplication.

H. EVIDENCE AND CONCLUSIONS - PUBLIC INTEREST

FINDING No. 9

Theevidencein supportof this finding is baseduponevidencein supportof the

previousfindings, the 2007 Duke EnergyCarolinasAnnual Plan and the testimonyof

Duke Energy CarolinaswitnessJamil, Ruff, Hagerand Wright; ORS witnessPhillips;

andFoE witnessBradford,aswell asthetotality oftherecordbeforetheCommission.
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FoE witnessPeterA. Bradfordtestifiedin oppositionto theCompany’sapplication

and to his opinion that the ability to obtain an early determinationof prudenceand

reasonablenessof costs and preoperationalrate increasesin this proceedingconfers an

“extraordinarybenefit” to Duke EnergyCarolinas. (Tr. Vol. 3, p. 219). He alsoexplained

why he believesthat a decisionasto theprudenceand reasonablenessof costscannotbe

madewithout the Companyproviding an estimatedcost for the Lee NuclearStation and

evidenceofthe likely impactof thatcoston theratesto bepaidby its customers. (Tr. Vol.

3, p. 221-223). Hetestifiedthat thestatutoryproceduresallowing for review andassurance

of project developmentcostsshifts risks from the Company’sinvestorsto its ratepayers.

(Tr. Vol. 3, p. 223).

In his rebuttal testimony,Duke Energy Carolinaswitness Dr. Julius A. Wright

testifiedto his disagreementwith Mr. Bradford’sopinionthat approvaloftheCompany’s

applicationwould harm its customers. First, Dr. Wright explainedhow the statutory

processoutlinedin S.C. CodeAnn. § 58-33-225,which is the governingstatutein this

proceeding,aswell asthe State’sotherelectric resourceplanning and determinationof

need for generatingfacility statutesand rules adequatelyaddressall the issues Mr.

Bradford raises. (Tr. Vol. 4, p. 522-523). Dr. Wright testified to his opinion that these

provisionsadequatelyprotect the interestof ratepayers,andnotedthat the preambleof

the Base Load Review Act declaresthat the “Act [is~to protect South Carolina

ratepayers.” (Tr. Vol. 4, p. 522-23). Dr. Wright went on to point out that while Mr.

Bradford discussescost recoveryat length in his testimony, he loses sight that the

Company’sapplicationin this proceedingis an interim regulatorystepandthat the issue

ofrecoveryof project developmentcostsis reservedfor a separateproceedingas is the
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issueof recoveryof plant constructioncosts. (Tr. Vol. 4, p. 523-24.). Moreover, Dr.

Wright testified that if this Commissiondoesnot approvethe prudencyof Duke Energy

Carolinas’ decision to incur project developmentcosts for the Lee Nuclear Station,

customerscould be harmedbecausethis greenhousegas emission-freebase load

generationresourcecould effectivelyceaseto be an option for DukeEnergy Carolinas’

customersin the2018timeframe. (Tr. Vol. 4, p. 516-517).

As mentionedabove,WitnessBradford testifiedthat South Carolina’sstatutorily-

definedproceduresfor electric generationresourceplanningandparticularlythis docket

relatedto nucleargenerationprojectdevelopmentcostsprovideDukeEnergyCarolinas

with an “extraordinarybenefit.” This claim apparentlyis basedupon Mr. Bradford’s

contentionthat a finding in this proceedingthat it is prudentfor the Companyto incur

project developmentcostswould thenallow the recoveryof “a very substantialportion”

of theplannedconstructioncostsof theplant beforetheplant everoperates.(Tr. Vol. 3,

p. 220). Werejectthis interpretationofSouthCarolinalaw from Mr. Bradford.

Contrary to Mr. Bradford’s claims, there is ample opportunity for this

Commissionand otherpartiesto reviewanddisputespecificpre-constructioncosts. The

Companyhasfiled, pursuantto S.C. CodeAnn. § 58-33-225,afiling that establishesthe

needfor theCompanyto continueits projectdevelopmentof theLeeNuclearStationasa

resourceoptionto meetcustomers’demandforpowerand theprudencyof thedecisionto

incur pre-constructioncostsfor the facility. Contraryto Mr. Bradford’sassertionsin his

testimony, in issuing its project developmentcost order in this proceeding, the

Commission“may not rule on theprudencyorrecoverabilityofspecificitemsofcost....”

S.C. Code Ann. § 58-33-225(D). Tn a future proceeding,however, “the project
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developmentcosts“must beproperly includedin the utility’s plant-in-serviceand must

be recoverablefully through ratesin future proceedings,”unlessthe record showsin

futureproceedingsthat individual itemsofcostwereimprudentlyincurredorthat “other

decisionssubsequentto the issuanceof a project developmentorder were imprudently

madeconsideringthe information availableto the utility at the time they were made.”

S.C.CodeAnn. § 58-33-225(E).

Dr. Wright outlinedin his testimonyhowtheSouthCarolinastatutoryprocedures

provide sufficient oversight and protect customersfrom imprudent and unreasonable

nucleargenerationcosts(Tr. Vol. 4, p. 52 1-525). If thecompanydecidesto proceedwith

construction, Duke Energy Carolinas would file a combined Base Load Review

Application and Utility Facility Siting and EnvironmentalProtectionAct application

pursuantto S. C. Code Ann. § 59-33-230. The Companyis requiredto file quarterly

reportswith ORSpursuantto S.C. CodeAnn. § 58-33-277.

The Commissionfinds that at every step of this processthere are sufficient

protectionsfor theratepayersofSouthCarolinathroughbothhearingsandoversightfrom

this Commission,ORS, andinterventionfrom otherparties. TheCompany’sapplication

beforetheCommissionin this proceedingis not aboutthe considerationof construction

costs or the recoverabilityof specific project developmentcosts, as Mr. Bradford’s

testimonyseemsto indicate. Rather,the issueto decidein this proceedingis whetheror

not this Commissionagreeswith Duke EnergyCarolinasthat it is prudentto continueto

incurprojectdevelopmentcostsrelatedto theLeeNuclearStation.
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Companywitness Ruff testified that Duke EnergyCarolinaswould not file an

applicationwith the Public ServiceCommissionof South Carolinafor a CPCN for the

LeeNuclearStation until the secondquarterof2008at theearliest. (Tr. Vol. 4, p. 326).

The processin placein South Carolina includesthe filing of information showingthe

anticipatedconstructionschedule,anticipatedcomponentsof capital costs, projected

effect of investmenton the utility’s overall revenuerequirementfor eachyear during

construction, information identify units, suppliers and the basis for their selection,

qualifications of principal contractsand suppliers; anticipatedin-service expensesand

otherinformationrequiredby S.C. CodeAnn. § 58-33-250. TheCommissionfinds that

this processwill provideanadequatereviewofall costsassociatedwith theconstruction

of theproposedLeeNuclearStationshouldit proceed,andconcludes,asdid theGeneral

Assembly,that it will adequatelyprotectthe interestof customers. We agreewith Dr.

Wright that theprimarypurposeof theLegislaturewastheprotectionof SouthCarolina’s

ratepayersfrom excessiveor imprudentcosts coupled with a reasonableprocessfor

monitoringtheongoingconstructionof anuclearfacility. At thesametime, in adopting

the S.C. Base Load Review Act, S.C. Code Ann. § 58-33-210 to 58-33-298,the

Legislaturehad the additional purposeof providing a more effective and efficient

regulatoryprocessthatwould encouragethedevelopmentofnucleargeneration.

Contraryto muchof Mr. Bradford’s testimony in this case,this hearingis not

aboutconstructioncostsor prudencereviewsof thosecosts,ratherit is aboutplanning

electric generationfor decadesto come. In a high growth arealike South Carolina,the

planning and constructionof base load generatingfacilities is a processthat requires

commitmentsand planning years aheadof plant operations. This is a burdensome
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responsibility, but history has proven that this Commissionhas undertakenthis

responsibilitywith consistentlypositive results. Now, asin the late 1970sand I 980s,this

Commissionand this Companyare facedwith theprospectofplanning, approving,and

building significant levels of new baseload generatingfacilities. This proceedingis

aboutwhetheror not this nuclearoption should be kept openasa potential generation

resourceto servethisStatein the2018timeframe— thepoint in time whencurrentstudies

indicatethis generationwouldbeneeded.

ORS supports approval of Duke Energy Carolinas’ decision to incur

preconstructioncosts. ORS WitnessPhillips testified that basedon an analysisof the

available information, knowledgeof the Duke system, and a review of information

regardingtheoptionsavailable, it is reasonableandprudentfor Duke to preservenuclear

asaresourceoption. (Tr. Vol. 4, p. 485).

Witness Jamil testified that Duke Energy Carolinas is currently evaluating

updated,detailedcostinformationreceivedfrom theWestinghouse/Shawconsortiumthat

is deliveringtheselectedAP 1000 technologyfor theLeeNuclearStation. (Tr. Vol. 4, p.

384). The Company is working to review this information, as well as the design,

engineeringand constructioncosts of the project that will be bornedirectly by Duke

Energy Carolinas. (Id.). In addition, the Companyhasplannedan independentthird

partyassessmentof the cost information,and expectsto completeits cost reviewin the

summerof 2008. (Tr. Vol. 4, p. 385). Witness Jamil testified that Duke Energy

Carolinasexpectsits overall costestimatefor theLeeNuclearStationto increaseasthis

information is refinedduring the developmentprocess. (Id.). Ms. Hagertestifiedthat

oncetheupdatedreviewofcostinformationis completed,it will inform theDukeEnergy
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Carolinas2008 IRP. (Tr. Vol. 2, p. 134). WitnessJamil explainedthat Duke Energy

Carolinaswill retain flexibility to modify the developmentplansbasedupon additional

informationgainedduringthedevelopmentprocess.(Tr. Vol. 4, p. 388).

The Commissionreceivedconfidential cost estimate information from Duke

EnergyCarolinasasto the total costsof theLee NuclearStation during the hearingand

hasconsideredthesetradesecretsin reachingits decisionin this matter.

As discussedpreviously,theCommissionfinds thatthecontinueddevelopmentof

theLee NuclearStationand thenucleargenerationoption is beneficial for Duke Energy

Carolinas’customersand for the future of the Stateof South Carolina. Having reliable

suppliesofelectricityis essentialto creatingan environmentthat will support theState’s

growthand thewell beingofits citizens. Continuingthedevelopmentof theLeeNuclear

Stationensuresthat this importantpotential sourceofgreenhousegasemission-freebase

loadgenerationwill remainan optionto meetthefutureneedsofDukeEnergyCarolinas’

customers.

The Commission finds that Duke Energy Carolinas has met its burden of

establishingthereasonablenessandprudenceofits decisionto incur projectdevelopment

costsfor theLee NuclearStationby a preponderanceof theevidence. TheCommission

thereforeapprovesthe Company’s application as filed, and approvesthe Company’s

decisionto incurpreconstructioncostsfor theLeeNuclearStation.
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IT IS, THEREFOREORDERED,ADJUDGED,AND DECREEDTHAT:

1. TheApplicationfiled in thisdocketshouldbe,andthesameis hereby,approved;

2. Duke Energy Carolinas’decisionto incur Lee NuclearStation pre-construction

developmentcosts as describedin its application, testimony and exhibits is

reasonableandprudent.

3. Duke EnergyCarolinas’is authorizedto incur the South Carolinaallocableshare

of the Lee Nuclear Station project developmentcosts as described in its

application,testimonyandexhibits.

4. For ratemakingpurposes,the issuanceof this Orderdoesnot constituteapproval

of the reasonablenessor prudenceof specific project developmentactivities or

recoverabilityof specific items of cost, and the approvaland grant contained

herein is without prejudice to the right of any party to take issue with the

treatmentofspecificprojectdevelopmentcosts.

5. This Order shall remain in full force and effect until further Order of the

Commission.

BY ORDEROFTHE COMMISSION:

This the____dayof June,2008.

G. O’Neal Hamilton,Chairman

ATTEST:

G. RobertMoseley,Vice Chairman
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